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OATH OR AFFIRMATION

Tim Salata swear or affirm that to the best of my knowledge and belief the accompanying financial statements and supporting
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McGladrey Pullen

Certified Public Accountants

Independent Auditors Report

To the Managing Member

Melvin Securities LLC

Chicago Illinois

We have audited the accompanying statement of financial condition of Melvin Securities LLC the Company as of

December 31 2008 that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 This

financial statement is the responsibility of the Companys management Our responsibility is to express an opinion

on this financial statement based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

statement of financial condition is free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the statement of financial condition An audit also includes

assessing the accounting principles used and significant estimates made by management as well as evaluating the

overall statement of financial condition presentation We believe that our audit of the statement of financial condition

provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respects the

financial position of Melvin Securities LLC as of December 31 2008 in conformity with accounting principles

generally accepted in the United States of America

cJ4/4e
Chicago Illinois

February 27 2009

McGladrey Pullen LLP is member firm of RSM International

an affiliation of separate and independent legal entities



Melvin Securities LLC

Statement of Financial Condition

December 31 2008

Assets

Cash and cash equivalents

Receivables from broker-dealers and clearing organizations net

Deposits with dearing organizations cash of $200000 and securiUes with fair value

of $499947

Securities owned at fair value

Due from affiliates

Furniture and equipment at cost less accumulated depreciaon of $33774

Other assets

Total assets

Liabilities and Members Capital

Accounts payable accrued expenses and other liabilities

Members capital

Total liabilities and members capital

The accompanying notes are an integral part of the statement of financial condition

136576

233068

699947

8770

23967

28902

47627

1178857

463551

715306

1178857



Melvin Securities LLC

Notes to Statement of Financial Condition

Note Nature of Business and Significant Accounting Policies

Melvin Securities LLC the Company is broker-dealer registered with the Securities and Exchange Commission

SEC conducting business as an institutional broker The Company is also registered as an introducing broker with

the National Futures Association All securities transactions are carried and cleared by other broker-dealers on

fully disclosed basis The Company also participates in securities underwritings

The Company operates under the provisions of Paragraph k2ii of Rule 15c3-3 of the Securities Exchange Act of

1934 and accordingly is exempt from the remaining provisions of that rule Essentially the requirements of

Paragraph k2ii provide that the Company clear all transactions on behalf of customers on fully disclosed basis

with clearing broker-dealer and promptly transmit all customer funds and securities to the clearing broker-dealer

The clearing broker-dealer carries all of the accounts of the customers and maintains and preserves all related books

and records as are customarily kept by an institutional broker

The following is summary of the Companys significant accounting policies

Use of estimates The preparation of financial statements in conformity with generally accepted accounting

principles requires management to make estimates and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported

amounts of revenue and expenses during the reporting period Actual results could differ from those estimates

Revenue recognition Securities transactions and related income and expenses are recorded on the trade date

basis as if they had settled Net trading gains losses include realized and unrealized trading gains and losses

interest income interest expense dividend income and dividend expense Underwriting fees are recorded at the

time the underwriting is completed and the income is reasonably determinable Commissions and related clearing

expenses are recorded on trade date basis as securities transactions occur

Cash and cash equivalents Cash and cash equivalents include highly liquid instruments with original maturities of

three months or less at the date of acquisition

Securities owned Securities owned are presented in the financial statements at fair value in accordance with

accounting principles generally accepted in the United States of America Investments in securities traded on

national securities exchange or reported on the NASDAQ national market are stated at the last reported sales price

on the day of valuation other securities traded in the over-the-counter market and listed securities for which no sale

was reported on that date are stated at the last quoted bid price

Furniture and equipment Furniture and equipment are recorded at cost Depreciation expense is provided using

the straight-line method over the estimated useful lives of the assets

Income taxes As limited
liability company the Company is not subject to federal or state income taxes The

members separately account for the Companys items of income deductions losses and credits Therefore these

financial statements do not include any provision for federal income taxes The Company may declare distributions

from time to time to assist the members in paying income tax liabilities that result from the Companys income



Melvin Securities LLC

Notes to Statement of Financial Condition

Note Nature of Business and Significant Accounting Policies Continued

Pending adoption of FASB Interpretation No 48 under FSP FAS No 48-3 In July 2006 the FASB issued

Interpretation No 48 Accounting for Uncertainty in Income Taxes FIN 48 FIN 48 clarifies the accounting for

uncertainty in income taxes recognized in an enterprises financial statements in accordance with Statement No 109

Accounting for Income Taxes FIN 48 prescribes recognition threshold and measurement attribute for the financial

statement recognition and measurement of tax position taken or expected to be taken in tax return FIN 48 also

provides guidance on derecognition of tax benefits classification on the balance sheet interest and penalties

accounting in interim periods disclosure and transition

In December 2008 the FASB provided for deferral of the effective date of FIN 48 for certain nonpublic enterprises

to annual financial statements for fiscal years beginning after December 15 2008 The Company has elected this

deferral and accordingly will be required to adopt FIN 48 in its 2009 annual financial statements Prior to adoption of

FIN 48 the Company will continue to evaluate its uncertain tax positions and related income tax contingencies under

Statement No Accounting for Contingencies SFAS No requires the Company to accrue for losses it believes

are probable and can be reasonably estimated Management is currently assessing the impact of FIN 48 on its

financial position and results of operations and has not yet determined if the adoption of FIN 48 will have material

effect on its financial statements

Note Fair Value Measurements

Effective January 2008 the Company adopted Statement of Financial Accounting Standards No 157 Fair Value

Measurements SFAS 157 which defines fair value as the price that would be received to sell an asset or paid to

transfer
liability

in an orderly transaction between market participants at the measurement date and sets out fair

value hierarchy The fair value hierarchy gives the highest priority to quoted prices in active markets for identical

assets or liabilities Level and the lowest priority to unobservable inputs Level Inputs are broadly defined

under SFAS 157 as assumptions market participants would use in pricing an asset or liability The three levels of the

fair value hierarchy under SFAS 157 are described below

Level Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has the

ability to access at the measurement date The type of investments included in Level include listed equities and

listed derivatives

Level Inputs other than quoted prices within Level that are observable for the asset or liability either directly or

indirectly and fair value is determined through the use of models or other valuation methodologies Investments

which are generally included in this category include corporate bonds and loans less liquid and restricted equity

securities and certain over-the-counter derivatives significant adjustment to Level input could result in the

Level measurement becoming Level measurement

Level Inputs are unobservable for the asset or liability and include situations where there is little if any market

activity for the asset or liability The inputs into the determination of fair value are based upon the best information in

the circumstances and may require significant management judgment or estimation Investments that are included in

this category generally include equity and debt positions in private companies

In certain cases the inputs used to measure fair value may fall into different levels of the fair value hierarchy In such

cases an investments level within the fair value hierarchy is based on the lowest level of input that is significant to

the fair value measurement The Companys assessment of the significance of particular input to the fair value

measurement in its entirety requires judgment and considers factors specific to the investment



Melvin Securities LLC

Notes to Statement of Financial Condition

Note Fair Value Measurements continued

The following table presents the Companys fair value hierarchy for those assets measured at fair value on

recurring basis as of December 31 2008

Quoted Prices in Significant

Significant Other
Acbve Markets for Unobservable

Observable Inputs
ldental Assets Inputs

Level Level Level Total

Assets

Deposs with clearing organizations

US Treasury bill 499947 499947

Securities owned

Corporate stocks 8770 8770

Note Receivables from Broker-Dealers and Clearing Organizations

At December 31 2008 receivables from broker-dealers and clearing organizations consist of

Cash 189426

Commissions receivable 43642

233068

Note Related Party Transactions and Benefit Plan

The Company has entered into an agreement with an affiliate MAC Indexing LLC whereby the Company is entitled

to receive 100% of MAC Indexing LLCs profits from the MAC Global Solar Index up to the amount of $400000 per

year Receivable from affiliates of $23967 represents the amount owed to the Company related to this arrangement

as of December 31 2008

The Company participates in one of the members 401k profit sharing plan Voluntary contributions by participants

are permitted subject to certain statutory limitations The Company makes matching contributions of 50% of the first

$6000 of the participants contributions The Company may also make discretionary contributions The aggregate

401k profit sharing plan contribution made by the Company was $13725 for 2008 all of which was included in

accounts payable accrued expenses and other liabilities in the statement of financial condition



Melvin Securities LLC

Notes to Statement of Financial Condition

Note Commitments and Contingencies

The Company has entered into an operating lease agreement for its office space that will expire in April 2015 and will

require minimum annual rentals as follows

During the
years ending December 31

2009 131895

2010 135852

2011 139928

2012 144125

2013 148449

Thereafter 204370

904619

For financial reporting purposes rental expense is recognized on straight-line basis over the term of the lease

Deferred rent is recognized for the difference between rent expense and the rent paid over the life of the term of the

lease At December 31 2008 included in accounts payable accrued expenses and other liabilities on the statement

of financial condition is $45446 related to the aforementioned deferred rent

In the normal course of business the Company enters into contracts that contain variety of representations and

warranties that provide indemnifications under certain circumstances The Companys maximum exposure under

these arrangements is unknown as this would involve future claims that may be made against the Company that

have not yet occurred The Company expects the risk of loss to be remote

In the normal course of business the Company is subject to various litigation and arbitration matters These matters

are vigorously defended and management believes numerous meritorious defenses exist Management does not

believe the eventual outcome of this litigation in the aggregate will have material adverse effect on the Companys

financial statements

The Company has agreed to indemnify its clearing brokers for losses that the clearing brokers may sustain from the

customer accounts introduced by the Company The maximum potential amount of future payments that the

Company could be required to make under these indemnifications cannot be estimated However the Company

believes that it is unlikely it will have to make material payments under these agreements and has not recorded

contingent liability in the financial statements for these indemnifications



Melvin Securities LLC

Notes to Statement of Financial Condition

Note Financial Instruments with Off Balance-Sheet Risk and Concentration of Credit Risk

Since the Company does not clear its own securities and futures transactions it has established accounts with

clearing brokers for this purpose This can and often does result in concentration of credit risk with these firms

Such risk however is mitigated by each clearing brokers obligation to comply with rules and regulations of the

Securities and Exchange Commission SEC

The Company maintains cash at financial institution where the total cash balance is insured by the Federal Deposit

Insurance Corporation FDIC up to $250000 per depositor per
bank At any given time the Companys cash

balance may exceed the balance insured by the FDIC The Company monitors such credit risk at the financial

institution and has not experienced any losses related to such risks to date

Note Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule SEC Rule 15c3-1 which requires the maintenance of

minimum net capital and requires that the ratio of aggregate indebtedness to net capital both as defined shall not

exceed 15 to Rule 15c3-1 also provides that equity capital may not be withdrawn if the resulting net capital ratio

would exceed 10 to At December31 2008 the Company had net capital of $611819 which was $361819 in

excess of its required net capital of $250000 The Companys net capital ratio was 0.68 to



McGladrey Pullen

Certified Public Accountants

Melvin Securities LLC

Statement of Financial Condition

December 31 2008
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